The Collapse of Consensus
The contemporary confusion over
macroeconomic policy
Graham Bird

Key points
• The financial and economic crisis has broken the professional consensus over the
design of macroeconomic policy based on the premise that economies exhibited
short run Keynesian and long run new classical properties.
• Economists are now sharply divided between those who favour further fiscal
stimulation and monetary expansion, and those who argue for ‘fiscal austerity’ and
higher interest rates.
• The disagreement over policy will not be resolved by empirics since disagreement amongst economists will allow politicians to draw support for their politically
preferred strategies.
• Macroeconomics is in for a period of disarray, and confusion over the design of
policy will be reflected in inferior global economic performance.

Introduction
A casualty of the enduring financial and economic crisis that has beset
the world since 2008 has been the consensus over the design of macroeconomic policy. For as long as the subject has existed, there have been
jokes about the inability of economists to agree, and to offer clear and
unambiguous policy advice. For many years an example of disagreement
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was the lively and frequently heated debate between Keynesians and
monetarists about macroeconomic theory and policy. However, for a
protracted period prior to the crisis, there had been an era of relative
tranquillity. Disagreements seemed to have been replaced by a substantial degree of consensus. Old hatchets seemed to have been buried.
Peace in macroeconomics seemed to have broken out. Agreement had
formed around an eclectic compromise between the polar extremes. It
appeared to have become accepted by many economists that economies
exhibited Keynesian properties in the short term and new classical ones
in the long term.
The crisis of 2008 and beyond has changed all this. Initially consensus was maintained, but it now formed around a more typical Keynesian
approach based on expansionary fiscal (and monetary) policy. This was
aimed at stimulating aggregate demand, and avoiding recession and rising
unemployment. The new consensus did not last long. It has been replaced
by sharp divisions between those who continue to favour further fiscal
stimulation and monetary expansion, and those who argue for ‘fiscal austerity’ and tighter policies to control
The old jokes about
the supply of money. Clearly the
economists seem to be
hatchets have not been buried after
more relevant today than
all. For many outside observers the
they have ever been.
old jokes about economists seem
to be more relevant today than they have ever been. With such sharp
disagreements among economists coming to the surface, it has become
increasingly difficult for policymakers to determine the best path to follow.
Life for the macroeconomic policymaker must seem very confusing. What
destroyed the consensus on macro policy? Will it be re-established? And
what would be the consequences of the divisions remaining? This article
examines these questions.
The layout of the article is as follows. The following section briefly
discusses past debates over macroeconomic theory and policy. Next is
catalogued the emergence of a consensus in the period after the late 1980s.
After that, I describe the impact of the global financial and economic
crisis on this consensus, and the revival of Keynesian ideas. Next, the
article examines how and why the new Keynesian consensus evaporated
so quickly, and discusses the current state of macroeconomics. The final
section ponders on the future.

142

WORLD ECONOMICS • Vol. 14 • No. 1 • January–March 2013

To read the remaining 9 pages of this article,
please Log In or Subscribe to World Economics.
Log in at: https://www.worldeconomics.com/Pages/SubscriberLogIn.aspx

New to World Economics?
Register online here:
https://www.worldeconomics.com/Information/Subscriptions.aspx

